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A NATIONAL MONEY ACCOUNTING AS THE BASIS FOR 

STUDIES OF INCOME DISTRIBUTION* 

By M. C. Rortt 



A recent writer has revived,f in very interesting fashion, an old dis- 
cussion as to whether man, as we know him, originated from solitary 
or from social progenitors. He argues, rather convincingly, from 
evidences of language and primitive customs, that the ancestors of 
man must have been highly socialized animals living much like the 
bee and the ant, and that the man-like apes represent side branches, 
or outlaws, from the evolutionary tree. 

This discussion, aside from its purely scientific interest, has its very 
practical aspects. We shall have one very definite attitude toward 
present day political evolution if we believe that society is developing 
from a primitive individualism toward a highly socialized form. And 
we shall have quite a different viewpoint if we see in human evolution 
a steady progression from a primitive and excessive socialism toward a 
scientific individualism which shall combine a large measure of per- 
sonal freedom of initiative with the advantages of collective effort, 
where collective effort is required. In the one case, the Marxian type 
of socialism represents at least a tendency toward progress; and in the 
other case, it represents economic infantilism, a mere atavistic recoil 
from economic growing pains. 

These two viewpoints are, in some respects, as widely separated as 
the poles. Yet they have common ground in an agreement that the 
ultimate test of any social or political plan must lie, first, in the gross 
production of the tangible and intangible things (goods, services, and 
gratifications) that satisfy normal and proper human desires; and, 
secondly, in the equalities and inequalities of the distribution of such 
gross production among individuals and families. Opinions may 
differ as to the relative weights that should be assigned to tangible 
and intangible products. They may differ, also, as to what uniformity 
of distribution is equitable or socially desirable, as to how far a diminu- 
tion of the present inequality might increase production, and as to the 
extent to which gross volume of product should, if necessary, be sac- 
rificed for the sake of such uniformity. But they must agree as to the 
vital need, from year to year, and from generation to generation, of 

♦Read at the Eighty-second Annual Meeting of the American Statistical Association, Atlantic City, 
New Jersey, December, 1920. 
t Ford, Henry Jones, Natural History of the State. 
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reliable and accurate measures of the production and the distribution 
that is taking place. 

The fact that all shades of political theory have this common meet- 
ing ground has, in recent years, lent special interest to the studies of 
income distribution such as those of Dr. King in the United States, 
and of Professor Bowley in England. This interest attaches, also, to 
closely related investigations such as those recently made by Professor 
Friday. But, in spite of this general interest, too little attention has 
yet been paid to the necessity for the establishment, in such analyses, 
of a definite procedure that will permit significant comparisons to be 
made between the results of successive investigations. In measuring 
the effects of social, industrial, and political changes, it is much more 
important to maintain continuity and comparability in successive 
studies than it is to secure an ultra-refinement of accuracy in any 
single one of the series. With this necessity in mind, the writer is 
attempting to suggest the more important details of method that 
should be observed in studies of income and income distribution. He 
also presents, briefly, the reasons for centering such investigations 
around that semi-exact national money accounting which is becoming 
more and more practicable with increasing accuracy in income tax 
statistics and increasing publicity in respect to financial and corporate 
activities. 

In approaching -this general problem, the first necessity is obviously 
for a consideration of those progressive changes in the forms of national 
income which may affect the comparability of present and future 
studies. 

If we go back only as far as early Colonial days in this country, we 
find that the bulk of the real income of the population was not in 
money, but in the products of farms and home industries consumed 
directly by the producers and their families; and today there are still 
many isolated and almost self-contained farms that produce com- 
fortable livings, even if they produce very little in the way of actual 
money income. The use of urban home properties by their owners 
and the services of housewives to their families are other large items. 
All of these elements in the national product are real. Furthermore, 
each item is tending year by year to assume new forms that are meas- 
ured in terms of money. Farm and urban tenantry is increasing. 
The self-contained farm is giving way to the farm that specializes on 
money crops, and even the housewife is seeking gainful employment 
and is buying the family meals at the delicatessen-shop. 

Besides these changes, there are others of a different sort that are 
quite as fundamental. In an advancing civilization there is naturally 
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less and less of our national effort devoted to the production of neces- 
sities, and more and more to the production of luxuries, to education, 
to governmental services and activities, and to entertainment. We 
are spending larger sums each year for sanitation, for police and fire 
protection, and for good roads. We may even continue to spend 
increasing sums for improved varieties of warfare. Moving picture 
exhibitions and great battles are, in fact, as truly a part of the national 
product as are bread and meat. A survey of the national product a 
generation ago might perhaps have shown a per capita output of funda- 
mental necessities not very different from the present, but a comparison 
on this basis would be entirely misleading. 

When all of these factors have been considered, it becomes evident 
that we must have an initial broad definition of the tangible (annual) 
national product, which definition must include: 

a. The output of goods for individual consumption. 

b. The output of items of non-productive and non-consumable, or only slowly con- 
sumable, wealth; i.e., jewelry, pleasure automobiles, etc. 

c. The output of productive structures and machinery, less replacements; i. e., the 
net increment of such items. 

d. The value of all private and corporate services to individuals. 

e. The value of all governmental services to individuals. 

f . The annual value of all direct individual use of productive property and ma- 
chinery; i. e., mainly the use of home property by its owners. 

g. The net income (positive or negative) from international investments. 

h. The net earnings (positive or negative) through international interchanges of 
the services of capital and persons; i. e., mainly with respect to shipping and cable 
faculties, but including also sums paid in respect to patents, copyrights, etc. 

i. Net balances (positive or negative) with respect to taxes paid by, and govern- 
mental services furnished to, colonies, protectorates, and dependencies. 

Several of the items in the preceding definition require explanation 
in detail, and there are certain general considerations that affect the 
definition as a whole. 

As to the general considerations, it is necessary to note, first of all, 
that the national product can be measured only as and where it serves 
individuals, i. e., at the point where individual consumption occurs or 
final title is taken. The real products are not wheat on the farm and 
cloth in the factory, but bread on the table and clothes on the backs of 
human beings. Coal at the mine has no final or definite meaning, from 
the standpoint of human subsistence and comfort. Some is used for 
the heating of homes, but much is consumed in its own transportation 
to the point of use, and still more is consumed in the production of 
other final products and services. Also, through the operations of 
international trade, many of our domestic products take, in large 
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part, new forms before they pass into the hands of our individual 
users. 

Similarly, with regard to necessary replacements of productive 
structures and machinery, there is no essential economic difference 
between the coke that is burned in a blast furnace and the blast fur- 
nace that is worn out in the iron-making process. The labor and raw 
materials that enter into both appear finally in finished iron and steel 
products, and should not be counted a second time in summing up the 
national output. Replacements of non-productive wealth do not, 
however, fall under this ruling. This difference may be made clear 
through a comparison of motor-trucks and pleasure automobiles. 
Necessary replacements of motor-trucks are an integral part of truck- 
ing costs and are reflected finally in commodity prices; but the wearing 
out of a pleasure automobile is exactly comparable to the wearing out 
of a suit of clothes or to the consumption of a loaf of bread. There- 
fore, in general, the entire output of pleasure vehicles should be 
included in the national product, while the output of commercial 
vehicles can be counted only in part. 

Still a further point applying to the broad definition of the national 
product is the necessity of valuing the whole in terms of a common 
money denominator. No valuation of the national product, or picture 
of its distribution, could have a workable meaning if it were in terms 
only of loaves of bread, suits of clothes, and tons of domestic fuel. 
Furthermore, many of the items, such as the use of residential prop- 
erty, and most forms of private, corporate, and governmental service, 
have no practical measure except in terms of money; whereas other 
items, such as the net balance of income on international investments, 
are primarily in the form of money, even if later they are converted 
into commodities. This necessary summing up of the national prod- 
uct in terms of money carries with it the necessity for an interpreta- 
tion of the final result in terms of a proper price index. The nature of 
this index may, however, be discussed more appropriately at a later 
point in this paper. 

All of the preceding considerations tend, in the end, only to empha- 
size still further the need for a comprehensive definition of the national 
product, such as that previously outlined. Yet it is equally obvious 
that such a definition does not offer a practicable primary basis for 
the studies that must be made. The distribution of the total product 
must, in any case, be determined very largely from statistics as to 
actual and equivalent individual money incomes. Furthermore, it is 
almost impossible to make a direct summation of physical products, 
and it is still more difficult to value them at the points where final 



564 American Statistical Association [32 

titles are taken. Such a summation might conceivably be made if 
there were accurate records of all retail and other final transactions; 
but it is only necessary to be told that there are approximately 
2,000,000 retail establishments in the United States to realize that 
such an approach is entirely unworkable today, and probably will 
continue to be very difficult in the future, even with a considerable 
development of sales taxes and other new sources of statistical informa- 
tion. And, finally, there are properly included, in the broad definition, 
many items that cost money and consume human effort, but are of 
very doubtful real value To consider only one such item, the services 
of courts, jails, and policemen are units in the sum of governmental 
activities quite as truly as the services of the public schools, in spite of 
the fact that one class of service is highly productive, while the other is 
merely an attempt to reduce waste. 

With these difficulties in the direct summation of the national prod- 
uct once recognized, the alternative procedure which suggests itself is to 
work primarily through a summation of individual money incomes and 
to supplement and check the results so obtained by means of other data. 

It is at this point that the very helpful concept of a national money 
accounting first comes in. Such an accounting is, in effect, a detailed 
analysis of the continuing round flow of money from individual money 
incomes to individual expenditures, through the accounts of individ- 
ual and corporate entrepreneurs and governmental agencies, and 
back again by sources — salaries and wages, rents, interest, dividends 
and profits — to individual incomes. The balances involved are nec- 
essarily those of a cash accounting, and incomes, for this reason, must 
be measured in terms of receipts rather than accruals. Certain 
entirely practicable adjustments must also be made for credit expan- 
sion and contraction, for the effects of international investments and 
international trade, for "invisible" trade balances, for corporate sur- 
pluses, etc. But with these factors once recognized, the procedure is 
such as to enable effective use to be made of practically every source 
of statistical information that is available. Furthermore, the method 
in question has the very special advantage that it enables many items 
of information to be cross-checked and balanced in the early stages of 
their use before they are combined in the final summations. 

Limitations of space and time necessarily prevent a full discussion 
of details in the present paper. Such discussion would, in any case, 
come more appropriately from Professor Mitchell and his corps of 
assistants, who are at the present moment developing and applying 
some features of this method in connection with a new study of the 
national income. 
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In general, however, the procedure involves three steps: first, a 
summation and distribution of individual money incomes; second, a 
summation of individual expenditures, counting savings as expendi- 
tures by indirection, which summation may in practice be arrived at 
through a summation of that portion of the national product to which 
title is taken directly or indirectly by individuals in return for money 
payments; and, finally, a summation of individual money incomes by 
sources. The fact that all of these summations are tied together in 
the money accounting makes it possible, as previously noted, to apply 
many very effective intermediate checks. For a single example, avail- 
able statistics concerning individual incomes make it possible to deter- 
mine with considerable exactness the relation between total income 
from personal service, and total income from interest and dividends; 
and these figures may be very closely checked through studies of the 
relation between the disbursements of individual and corporate entre- 
preneurs with respect to interest, dividends, and profits on the one 
hand, and to salaries, wages, and their equivalent on the other. The 
particular effectiveness of this check arises from the fact that the vari- 
ations, between different establishments, in the relative disbursements 
to capital and labor are not only very much less, but also very much 
more easily determined, than are the variations in the percentages of 
return on total invested and borrowed capital. 

When the details of procedure with regard to the money accounting 
have been determined, the final problem is that of the adjustment and 
interpretation of the results. 

The major adjustment that is required concerns certain forms of 
tangible income that do not appear as money. The largest and most 
important items of this kind are the use of home properties by their 
owners, and the consumption of food products and fuel by agricul- 
tural producers. These adjustments must be made in terms of the 
amounts that are paid as rents for equivalent home properties occupied 
by non-owners, and in terms of the prices that are paid for equivalent 
fuel and food by the general population; otherwise, comparability will 
be lost not only between various groups in the population, but also 
between successive studies and between nations that differ widely as 
to the proportions of their workers that are engaged in agricultural and 
industrial pursuits. The general principle in this respect is to supple- 
ment money incomes by valuations of all forms of tangible non-money 
income that do now involve, or may in the future involve, money ex- 
penditures on the part of any considerable proportion of the population. 

A further somewhat similar adjustment that might be required 
concerns the tendency for the services of the housewife to th& family 
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to be replaced by hired services, while she undertakes gainful employ- 
ment. This correction may, however, be avoided by making the 
studies in terms of individual rather than family incomes. The ques- 
tion of family incomes and of family standards of subsistence must, 
in any case, be a subject for supplemental consideration; and the pri- 
mary study cannot hope to do more than to indicate, for workers and 
other income receivers of various grades and classes, the amounts and 
purchasing power of their average incomes. 

The reference just made to purchasing power brings up the first 
question in the interpretation of results. The world's very recent 
experience has shown only too well the lack of permanent significance 
in money incomes. The obvious and necessary step is to supplement 
each study of the national income with a careful determination of an 
appropriate price index. Since we are dealing with the incomes and 
expenditures of individuals, this must be primarily an index of retail 
prices ; and, furthermore, since comparisons over long periods of time 
will be important, it may be desirable to use two indices, one based 
upon the prices of the fundamental necessities, and the other based 
upon an average of the items entering into the normal family budget 
at the time when the study is made. 

A further important point of interpretation is that regarding direct 
taxes. Since governmental services, in the main, are not only neces- 
sary but also, in many cases, distinctly productive, it would be improper 
to deduct income and other direct taxes from the first summation and 
distribution of individual incomes. Nevertheless, the fact that a 
large proportion of direct taxes are based on ability to pay, rather than 
on the value of governmental services to the individual taxpayer, 
makes it necessary to set up a supplemental statement of the distribu- 
tion of the national dividend after deducting direct tax payments. 
This will leave the balances that are really available for savings and 
for personal expenditures on commodities, and on services other than 
governmental services. Supplementing this adjustment there should, 
however, be certain estimates, in the reverse direction, of the tangible 
values of governmental services to various classes of income receivers. 
Instruction in the public schools is one of the most important of such 
services, and comparisons of real incomes made internationally, or 
between successive periods, would be quite misleading if this item 
should be neglected. 

Still other necessary angles of interpretation appear in the consid- 
eration of the basic sources of income. It is particularly necessary, in 
these controversial days, to make clear separations between returns 
for personal service, rents of natural resources, and returns on capital 
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goods. The so-called "profits" of individual entrepreneurs are very 
frequently treated in toto as return on invested property, although on 
close analysis very large portions, if not the bulk, of such profits are 
found to represent only very modest returns for productive personal 
services rendered by the individuals involved. Some approximate 
separation of the entrepreneur's profits into these two elements should, 
therefore, be made. Similarly, it is very desirable to make at least 
an approximate determination of the total part of all individual incomes 
that is derived from the rents of land and other natural resources. 
This separation is not extremely difficult with regard to agricultural 
and residential property, but it is difficult with respect to land and 
other natural resources used by corporations and capitalized in their 
security issues. 

It is not necessary to exhaust here the list of such possible inter- 
pretations and amplifications of the results of income studies. The 
examples given should be sufficient to indicate not only the need for 
such supplemental analyses, but also the practicability of establishing 
for them a reasonably definite and permanent procedure. 

There is, however, one further special and very important point that 
must be mentioned — the economic meaning of additions to the sur- 
pluses of business enterprises and their position and proper treatment 
in studies of income and income distribution. 

First of all, as to the nature of such surplus earnings, an initial sub- 
division may be made into the following elements: 

a. Book profits based on revaluations of assets, etc. 

b. Necessary, but unrecognized, insurance against contingencies and ultimate' 
losses; i. e., in the long run, a real expense of doing business. 

c . Reinvestments in excess of the above, which never become the basis for dividends. 

d. Reinvestments which sooner or later do become the basis for dividends. 

The preceding separations tend to make clear the fact that additions 
to corporate surpluses cannot be treated in toto as returns to investors. 
The actual distribution of interest, profits, and dividends to individuals 
is the only tangible thing that can be dealt with. This tangible dis- 
tribution may, of course, be affected in the future by present rein- 
vestments, just as the present distribution is, to a considerable degree, 
affected by past reinvestments. Undistributed earnings may, in 
some cases, increase future dividend payments, although this increase 
will very rarely be as great as it would be if plant and business exten- 
sions had to be financed wholly out of new security issues. In other 
cases, they may tend to increase wages in the industries involved. 
But in the long run, it is probable that the principal tendency is to 
reduce prices of commodities and charges for corporate service This 



568 American Statistical Association [36 

is very certainly the case in connection with public utilities operating 
under elose regulation. 

Another viewpoint regarding undistributed business surpluses is 
that of their bearing on the distribution of the national product. It 
is rather easy to show, first of all, that they have no direct effect on the 
round flow of money or on the relative distribution of total money 
income between personal service, capital, and natural resources. The 
ten dollar bill that goes to a shoe factory for a pair of shoes will show 
up again as some person's individual income with equal certainty, 
whether it is spent wholly for shoe materials and the wages of shoe 
workers, or whether it is spent in part for the erection of additions to 
a shoe factory, or is taken by the government as excess profits taxes 
and spent for the support of government bureaus or the military estab- 
lishment. In general, also, the way in which the money is spent will 
not greatly affect the percentages that finally appear as salaries and 
wages, dividends, etc. The only real result that develops from the 
existence of undistributed business earnings is, therefore, to hold 
title to a certain portion of the national product in suspense. It is 
not proper, however, to add the value of such suspense items to the 
money total of the national dividend. The actual operations are more 
nearly comparable to what occurs when the government imposes a 
sales or other indirect tax which is eventually reflected in commodity 
prices, and invests the proceeds in permanent buildings; although, in 
the case of surplus earnings in freely competitive industries, the source 
of the investment fund is not increased prices, but the withholding 
from investors of what may be described, rather elaborately, as the 
profits of supra-marginal efficiency of management and the rents of 
supra-marginal competitive advantage. 

This analogy between land rents and the excess of the profits of non- 
marginal over those of marginal competitive concerns, has lately 
received considerable attention, and is the basis for much support 
given to excess profits taxes as a permanent source of governmental 
revenues. It may not, therefore, be out of place to conclude this 
paper with the suggestion that, as between governmental agencies and 
a large and growing number of public utility and industrial organiza- 
tions, there is at least an even chance, both now and for the future, 
that equally effective and more direct social use may be made of 
surplus earnings if they are expended by the business enterprises 
rather than by the government. This is particularly true where 
business policies are in the direction of moderate rates of distribu- 
tion of earnings, and the reinvestment of all balances in extended and 
improved productive plants, or other expansions of business activity. 



